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IN THE MATTER OF THE VERIFIED J OINT AP P LICATION OF ES CHELON
TELECOM, INC. AND INTEGRA TELECOM HOLDINGS, INC. FOR A LIMITED
WAIVER OF THE PUBLIC UTILITY HOLDING COMPANIES AND
AFFILIATED INTERESTS RULES AND FOR AUTHORIZATION TO
ENCUMBER AND/OR MORTGAGE ASSETS OF ESCHELON TELECOM UF
ARIZONA, INC., MOUNTAIN TELECOMMUNICATIONS OF ARIZONA, INC.,
AND ELECTRIC LIGHTWAVE, LLC. (DOCKET nos . T-03406A-07-0202 AND
T-20527A-07-0202)

Introduction

On Ma rch 29, 2007, Es che lon Te le com, Inc., ("Es che lon") a nd Inte gra  Te le com
Holdings , Inc. ("Integra") filed a  joint applica tion reques ting a  limited wa iver of the  Public
Utility Holding Compa nie s  a nd Affilia te d Inte re s ts  Rule s , A.A.C. R14-2-801 e t s e q., in
connection with a  proposed transaction whereby Integra  will acquire  100 percent control of
Es che lon or, in the  a lte rna tive , a pprova l of the  tra ns a ction unde r the  Affilia te  Rule s .
Additionally, Applicants  requested that the  Commission authorize  the  encumbrance and/or
mortgage  of the  Arizona  asse ts  of Electric Lightwave, Inc. ("Electric Lightwave"), Eschelon
Telecom of Arizona, Inc., ("Eschelon-AZ") and Mountain Telecommunications of Arizona, Inc.

Ba ckground of Applica nts

Esche lon and Integra  in the ir Joint Applica tion repre sent the  following

Esche lon is  a  corpora tion organized unde r the  laws  of De laware  with a  current, principa l
pla ce  of bus ine s s  loca te d a t 730 S e cond Ave nue  S outh, S uite  900, Minne a polis , Minne s ota
55402

Through its  ope ra ting subs idia rie s , Esche lon curre ntly provide s  s e rvice  to ove r 60,000
bus ine s s  cus tome rs  in Arizona , Ca lifornia , Colora do, Minne s ota , Monta na , Ore gon, Ne va da
Utah and Washington

RE:

In Arizona. Eschelon's  two subsidiaries . Eschelon-AZ and MTI-AZ, are  authorized to
provide local exchange and other intrastate  te lecommunications services. Eschelon-AZ is
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authorized to provide  se rvice  pursuant by Decis ion No. 62751, granted July 25, 2000, and MTI
AZ is  authorized to provide  se rvice  by Decis ion No. 60668, granted February 9, 1998

The  a cqu is ition  o f MTI-AZ by Es che lon , a pprove d  in  De cis ion  No . 68992 , da te d
October 20, 2006, was comple ted on November 1, 2006

To g e th e r,  E s ch e lo n -AZ a n d  MTI-AZ h a ve  a p p ro xima te ly 6 ,1 0 0  cu s to me rs  a n d
a pproxima te ly 139 e mploye e s  in Arizona . Es che lon-AZ's  a nd MTI-AZ's  prima ry ope ra tions
and customer bases  a re  loca ted in the  Phoenix and Tucson areas , with opera tions and customers
in othe r ma rke t a re a s  throughout Arizona . Es che lon-AZ a nd MTI-AZ do not offe r s e rvice  to
re s identia l cus tomers  in Arizona

Inte gra  is  a  priva te ly-he ld Ore gon corpora tion with principa l office s  loca te d a t 1201 NE
Lloyd Bouleva rd, Suite  500, Portland, Oregon 97232

Through its  s ta te -specific opera ting subsidia ries , Integra  provides  loca l te lephone  se rvice
long dis ta nce  ca lling a nd high-s pe e d Inte rne t a cce s s  to  s ma ll a nd rid-s ize d bus ine s s e s  in
Arizona , Ca lifornia , Idaho, Minnesota , North Dakota , Oregon, Utah and Washington

In  Arizona , In te gra 's  s ubs id ia ry, Ele ctric  Lightwa ve , is  a u thorize d  to  provide  loca l
e xcha nge  a nd intra LATA toll s e rvice s  pursua nt to a  Ce rtifica te  of Conve nie nce  a nd Ne ce ss ity
("CC&N") gra nte d by the  Commis s ion in De cis ion No. 59982, is s ue d in Docke t No. U-3054A
95-0503 on J a nua ry 16, 1997. Ele ctric Lightwa ve 's  prima ry ope ra tions  a nd cus tome r ba s e  in
Arizona  a re  in the  grea te r Phoenix me tropolitan a rea . Electric Lightwave  does  not offe r se rvices
to res identia l customers

The  a cquis ition of Ele ctric Lightwa ve  by Inte gra , a pprove d in De cis ion No. 68798 on
June 27, 2006, was completed on August 1, 2006

Integra  employs  more  than 1,000 people , se rves over 60,000 customers  across  its  e ight
s ta te  ope ra ting a re a  a nd ha s  inve s te d subs ta ntia l ca pita l in building a nd ope ra ting a  fa cilitie s
ba se d, proprie ta ry ope ra ting ne twork tha t include s  nume rous  me tropolita n a re a  fibe r ne tworks
re pre s e nting ove r 2,200 route  mile s  (l60,000 fibe r mile s ) a nd a  4,700-mile  long-ha ul fibe r
ne twork

The  Applica nts ' Tra nsa ction

Esche lon and Integra  in the ir Joint Applica tion represent the  following

The  Applica nts  e nte re d into a n Agre e me nt a nd P la n of Me rge r da te d Ma rch 19

The  Agre e me nt provide s  for a  bus ine s s  combina tion, or me rge r, of Inte gra  a nd
Esche lon by which Inte gra  will a cquire  100 pe rce nt of the  owne rship a nd control
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of Es che lon, a nd Es che lon will be  me rge d into a  wholly owne d s ubs idia ry of
Inte gra .

The  Inte gra  e ntity into which Es che lon will be  me rge d is  a  ne wly forme d e ntity
na me d IT Acquis ition Corp., which wa s  cre a te d for the  spe cific purpose  of this
transaction

Esche lon will be  the  surviving e ntity of the  me rge r for a ll le ga l purpose s , a nd the
combined entity will re ta in the  name  Esche lon Te lecom, Inc

There  will be  no change  in the  a sse ts  or direct ownership of Esche lon-AZ or MTI
AZ as  result of the  merger

Esche lon-AZ is  dire ctly owne d by Esche lon Ope ra ting Compa ny, which in tum is
directly owned by Esche lon Te lecom, Inc

MTI-AZ is  a  wholly owne d s ubs idia ry of Mounta in Te le communica tions , Inc., a
De la wa re  corpora tion  tha t is  its e lf a  wholly owne d  s ubs id ia ry o f Es ohe lon
Opera ting Company

Afte r consummation o f the transaction. Es che lon-AZ and Mounta in
Te le communica tions , Inc., MTI-AZ's  pa re nt corpora tion , will continue  to  be
dire ctly owne d by Es che lon  Ope ra ting  Compa ny, which  will continue  to  be
directly owned by Esche lon Te lecom, Inc

Through the  propos e d tra ns a ction Inte gra  will be come  the  corpora te  pa re nt of
Es che lon a nd Es che lon will continue  to  ope ra te  a s  a  s e pa ra te  s ubs idia ry of
Inte gra

10. The  propos e d tra ns a ction will not a ffe ct the  owne rs hip of Ele ctric Lightwa ve
which will continue  to ope ra te  a s  a  wholly owned and direct subs idia ry of Integra

1 1 Although the  propos e d tra ns a ction will re s ult in Inte gra  owning a ll the  s tock of
Esche lon, the  acquis ition will not re sult in the  sa le , trans fe r, loss  or dispos ition of
a ny a sse ts  tha t Esche lon-AZ a nd MTI-AZ curre ntly hold, or a dve rse ly a ffe ct a ny
of the  cus tomers  who rece ive  se rvice  in connection with Esche lon-AZ's  and MTI
As 's  ongoing ope ra tions . Imme dia te ly fo llowing  the  cons umma tion  of the
proposed transaction, cus tomers  will continue  to rece ive  se rvice  unde r the  same
ra tes . te rms and conditions of se rvice

3.

1 2 . For brand uniformity and to avoid potentia l cus tomer confus ion, Integra  intends  to
a dopt the  "doing bus ine ss  a s" na me  of "Inte gra  Te le com" for Esche lon-AZ's  a nd
MTI-AZ's  ope ra tions  a s  soon a s  poss ible  a fte r clos ing. The  propose d a cquis ition
Esche lon's  s tock by Integra  will be  virtua lly transpa rent to cus tomers  in the  S ta te
of Arizona  in te rms of the  se rvices  they rece ive  and the  prices  they pay
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13. The  a ggre ga te d tota l purcha s e  price  to be  pa id by Inte gra  for the  owne rs hip of
Es che lon  will be  a pproxima te ly $710  million . P urs ua nt to the  Agre e me nt,
Esche lon sha reholde rs  will rece ive  $30.00 cash for each sha re  of Esche lon s tock
the y own.

14. To fina nce  the  a cquis ition, Inte gra 's  pa re nt compa ny, Inte gra  Te le com, Inc., (the
"P a re n t") will ra is e  a  to ta l o f a pproxima te ly $1 .2  b illion  in  ne w de b t. The
remainder of the  loan funds tha t a re  not used to purchase  a ll the  s tock of Esche lon
or re pa y Es che lon 's  de b t will be  u s e d  to  re fina nce  In te g ra 's  cu rre n t loa n
obliga tions  a nd for e xce ss  ope ra ting ca sh, tra ns ition e xpe nse s  a nd fe e s . Pa re nt
will, directly or indirectly, hold a ll of the  debt a ssocia ted with the  purchase .

15. The  financing package  includes  two loan facilitie s  to be  he ld by Integra  and notes
to be  is sued by Pa rent. Upon clos ing, the  two loan facilitie s  (the  "Senior Secured
De bt"), tota ling $985 million, will be  he ld by Inte gra  a nd se cure d by the  a sse ts  of
Inte gra  a nd its  ope ra ting subs idia rie s , including the  a sse ts  of Esche lon-AZ, MTI
AZ a nd Ele ctric Lightwa ve  in Arizona . Additiona lly, Inte gra  a nd its  ope ra ting
s ubs id ia rie s ,  inc lud ing  Es che lon -AZ, MTI-AZ a nd  E le c tric  Ligh twa ve , will
execute  guarantee  agreements and become guarantors of the  Senior Secured Debt
he ld by Inte gra

16. Additiona lly, P a re nt will is s ue  $215 million  in  s e nior, uns e cure d  note s  (the
Note s"). P a re nt will the n contribute  the  proce e ds  from the  Note s  to Inte gra  a nd

the  proceeds  from the  Notes , toge the r with the  proceeds  from the  Senior Secured
De bt, which  will to ta l $1 .2  b illion , will be  us e d  to  comple te  the  purcha s e  of
Esche lon, re fina nce  Inte gra 's  curre nt de bt, pa y ce rta in fe e s  a nd e xpe nse s , a nd
fund other Integra  needs

17. De utsche  Ba nk S e curitie s  Inc., Morga n S ta nle y S e nior Funding, Inc., a nd CIBC
World Marke ts  Corp. a re  funding the  loans

18. Inte gra  ha s  a n e xis ting de bt ba la nce  of $455 million a s  of J a nua ry 31, 2007
Esche lon's  tota l long te rm de bt is  a pproxima te ly $145 million. Upon comple tion
of the  transaction, Integra  will have  outs tanding debt of $1 .2 billion and Esche lon
will have  no long te rm debt

The  Applicants  Request

Esche lon and Integra  in the ir Joint Applica tion reques t the  following

A limite d wa ive r purs ua nt to A.A.C. R14-2-803 a uthorizing the  orga niza tion or
in the  a lte rna tive , authorizing the  organiza tion or reorganiza tion of a  public utility
holding company

Joint Applica tion, pages  14 - 15
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A limite d wa ive r of A.A.C. R14-2-804(B) a uthorizing Es che lon-AZ, MTI-AZ a nd
Ele ctric  Lightwa ve  to  gua ra nte e  the  obliga tions  of In te gra  unde r the  S e nior
S e cure d De bt propos e d in  this  tra ns a ction or, in  the  a lte ra tive , a uthority for
Es che lon-AZ, MTI-AZ a nd Ele ctric Lightwa ve  to gua ra nte e  the  obliga tions  of
Integra  under the  Senior Secured Debt pursuant to A.A.C. Rl4~2- 804(B),

C Authority to ple dge , mortga ge , lie n a nd/or e ncumbe r the  a sse ts  of Esche lon-AZ,
MTI-AZ a nd Ele ctric  Lightwa ve  in  conne ction with  the  S e nior S e cure d De bt

Es che lon-AZ a nd Ele ctric  Lightwa ve  a s  fore ign  public  s e rvice  corpora tions

Authority to pledge  MTI-AZ's  a sse ts  a s  security for the  Senior Secured Debt and
MTI-AZ's  e xe cution of a  gua ra nte e  for the  S e nior S e cure d De bt a nd finding tha t

F Tha t the  Commis s ion  a c t e xpe d itious ly to  g ra n t the  wa ive r a nd  a u tho rity
reques ted prior to, but not la te r than July l, 2007

The  Applicants  a lso reques t tha t this  Applica tion be  approved without a  hea ling

S ta ffs  Ana lvs is  a nd Conclus ions

The  Affilia ted Inte re s t Rule s

The  P ublic Utility Holding Compa nie s  a nd Affilia te d Inte re s ts  Rule s  a pply to a ll Cla s s
A-in ve s to r-o wn e d  u tilitie s ,  d e fin e d  a s  te le co mmu n ica tio n s  ca n te rs  th a t h a ve  Arizo n a
jurisdictiona l a nnua l re ve nue s  of more  tha n $1 million. In the  2006 Annua l Re port file d with the
Commis s ion, Ele ctric Lightwa ve , Es che lon-AZ a nd MTI-AZ e a ch ge ne ra te d more  tha n $1
million of Arizona  juris dictiona l re ve nue . The  propos e d me rge r/cons olida tion of Inte gra  a nd
Esche lon e ntitie s  will cre a te  a n e ntity tha t is  cons ide re d a  Cla s s  A inve s tor-owne d utility. As  a
re s ult, the  J oint Applica tion is  s ubje ct to A.A.C. Rl4-2-801 through 805 of the  P ublic Utility
Holding Companies  and Affilia ted Inte res ts  Rules

The  Applica nts  provide d informa tion re spons ive  to the  following, a s  re quire d by A.A.C
R14-2-803 (A), within the ir Applica tion and in response  to S ta ff s  da ta  requests

B.

D.

E.

1. The  names  and bus iness  addresses  of the  proposed office rs  and directors  of
the  holding company
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In its  da ta  response , Integra  expla ined tha t the  Integra  and Esche lon senior
management teams would be  integra ted and expla ined the  changes . Afte r
the  me rge r clos e s , the  Es che lon CEO will be  invite d to join the  Inte gra
Boa rd.

2. The  business  purposes  for es tablishing or reorganizing the  holding company,

Integra  asse rts  tha t the  proposed transaction will provide  Esche lon-AZ and
MTI-AZ with a cce s s  to Inte gra 's  e xte ns ive  me tropolita n a re a  ne twork in
Arizona  a nd its  long ha ul ne twork, which will re s ult in de cre a s e d cos ts
a s socia te d with tra nsporting tra ffic ove r fa cilitie s  le a se d from the  ILE Cs
a n d  will p ro vid e  Ariz o n a  c u s to me rs robus t a nd  re lia b le
communica tions  ne twork.

a more

The  propos e d me thod of fina ncing the  holding compa ny a nd the  re s ulta nt
capita l s tructure ,

As  de scribe d in the  Applica tion, Inte gra  will pa y a n a ggre ga te d purcha se
price  of $710 million by obta ining loa ns  to e ffe ctua te  the  a cquis ition. The
lo a n s  will b e  s e c u re d  b y th e  u tility p la n t a n d  a s s e ts  o f In te g ra 's
subsidia ries , including Esche lon, and will encumber the  plant and asse ts  of
Es che lon-AZ, MTI-AZ a nd Ele ctric  Lightwa ve . In a ddition, Inte gra 's
s ubs idia rie s , including Es che lon-AZ, MTI-AZ a nd Ele ctric Lightwa ve
will execute  guarantees  in connection with the  loans

4. The  re sultant e ffect on the  capita l s tructure  of the  public utility

Integra  has  an exis ting debt with an outs tanding ba lance  of $455 million as
of J a nua ry 31, 2007. Esche lon's  tota l of long te rm de bt is  a pproxima te ly
$145 million . Upon comple tion of the  tra ns a ction, In te gra  will ha ve
outs tanding debt of $1 .2 billion and Esche lon will have  no long te rm debt

An orga niza tion cha rt of the  holding compa ny tha t ide ntifie s  a ll a ffilia te s  a nd
the ir re la tionships  within the  holding company

The  Applicants  provided an organiza tion cha rt within the ir Applica tion

The  propos e d me thod for a lloca ting fe de ra l a nd s ta te  income  ta xe s  to the
subsidia ries  of the  holding company

3.

5.

6.

Integra  will a lloca te  fede ra l and s ta te  income  tax liabilitie s  or credits  based
upon each of its  subs idia ry's  re spective  contributions  of ne t income  or ne t
los s  to the  consolida te d ne t income  or ne t los s  a s  re fle cte d on Inte gra 's
cons olida te d income  ta x re turn for e a ch ta xa ble  ye a r. If one  or more  of
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the  subs idia rie s  individua lly re fle cts  a  ne t loss , it sha ll re ce ive  a  cre dit for
income  ta xe s  by a  ca lcula tion of the  be ne fit of tha t los s  in re ducing the
ove ra ll ta x lia bility of the  group. This  me thod of a lloca ting fe de ra l a nd
s ta te  income  ta xe s  to s ubs idia rie s  will ha ve  no a dve rs e  impa ct on the
regula ted a ffilia te s  of Integra  in A.rizona .

The  a nticipa te d cha nge s  in the  utility's  cos t of se rvice  a nd the  cos t of ca pita l
a ttributable  to the  reorganiza tion,

Inte gra  a nticipa te s  pos itive  cha nge s  in the  re gula te d a ffilia te s ' cos t of
se rvice  and cost of capita l resulting from opera ting e fficiencies , economies
of scale  and greater access to capita l

A de s cription of dive rs ifica tion pla ns  of a ffilia te s  of the  holding compa ny
and

Integra  and its  a ffilia te s  do not have  any future  dive rs ifica tion plans

Copies  of a ll re levant documents  and filings  with the  United S ta te s  Securitie s
and Exchange Commission and other federal or sta te  agencies

Inte gra , Es che lon a nd the ir re s pe ctive  s ubs idia rie s  ha ve  ma de  va rious
filings  for s ta te  a nd Fe de ra l a pprova ls  re quire d to consumma te  inte gra 's
a cquis ition of the  outs ta nding e quity inte re s t of Es che lon. Copie s  the
docume nts  we re  provide d  to  S ta ff in  e le ctronic  forma t. Documents
include d filings  with the  Fe de ra l Communica tions  Commis s ion, the  U.S
De pa rtme nt of Jus tice , the  Fe de ra l Tra de  Commiss ion a nd ma ny s ta te s
s uch  a s  Uta h , Minne s o ta , Colora do , Ne w York, De la wa re , Ge org ia
Hawaii, Indiana , Louisiana , Pennsylvania  and Tennessee

10. The  conte mpla te d a nnua l a nd cumula tive  inve s tme nt in e a ch a ffilia te  for the
ne xt five  ye a rs , in dolla rs  a nd a s  a  pe rce nta ge  of proje cte d ne t utility pla nt
and an explana tion of the  reasons  supporting the  leve l of inves tment and the
reasons  this  leve l will not increase  the  risks  of inves tment in the  public utility

In te g ra  o u tlin e d  its  fu tu re  in ve s tme n t p la n s  in  a  co n fid e n tia l filin g
responsive  to S ta ffs  da ta  request

7.

9.

8.

11. An e xpla na tion of the  ma nne r in which the  utility ca n a s s ure  tha t a de qua te
capita l will be  ava ilable  for the  cons truction of necessa ry new utility plant and
for improve me nts  in e xis ting utility pla nt a t no gre a te r cos t tha n if the  utility
or its  a ffilia te  did not organize  or reorganize  a  public utility holding company
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The  propose d re orga niza tion doe s  not involve  inve s tme nt in a  non-utility
a ffilia te , and the re fore  will not diminish the  amount of capita l ava ilable  for
ne w utility pla nt or othe r improve me nts . The  re orga niza tion is  inte nde d to
improve  Inte gra 's  ove ra ll profita bility which could, in Mm, de cre a s e  the
cos t of capita l ava ilable  for sys tem improvements .

The  Applica nts  ha ve  s ta te d in the ir Applica tion tha t the  propos e d tra ns a ction is  not
e xpe cte d to re s ult in the  dis continua nce , re duction, los s , or impa irme nt of s e rvice  to Ele ctric
Lightwa ve , Es che lon-AZ, or MTI-AZ cus tome rs . The  propos e d re orga niza tion is  not e xpe cte d
to impa ir the  fina ncia l s ta tus  of the  Applica nts . S ta ffs  a na lys is  of confide ntia l informa tion
indica te s  tha t the  propos e d tra ns a ction brings  toge the r provide rs  with diffe re nt compe titive
cha ra cte ris tics  a nd should re sult in a n ove ra ll more  robus t compe titor in the  bus ine s s  ma rke t.
Ba s e d  on  the s e  compe titive  fa c to rs  a nd  the  fa c ts  re pre s e n te d  by the  Applica n ts  in  th is
transaction, S ta ff be lie ve s  tha t the  propos e d tra ns a ction s hould incre a s e  e fficie ncie s  a nd
profita bility a nd a llow the  Applica nts  to a chie ve  be tte r fina ncia l he a lth a s  a  te le communica tions
company. Ba s e d on the  forgoing, this  propos e d tra ns a ction s hould improve  the  Applica nts '
ability to a ttract capita l a t fa ir and reasonable  terms and to provide  safe , reasonable , and adequate
se rvice . The  proposed transaction should improve  the  Applicants ' ability to a ttra ct capita l a t fa ir
and reasonable  te rms and to provide  sa fe , reasonable , and adequa te  se rvice . S ta ff be lieves  the
Applica nts  ha ve  complie d with the  re quire me nts  ofA.A.C. Rl4~2-803(C) a nd 804(C).

S ta ff re vie we d the  Applica nts ' J oint Applica tion a nd cons ide re d a ll re s pons e s  to S ta ff
da ta  reques ts . S ta ff be lieves  the  Applicants  have  complied with the  requirements  of A.A.C. R14-
2-804(C)

The  Public Inte res t

Integra  is  in compliance  with Decis ion No. 68798 in which the  Commiss ion approved the
a cquis ition of Ele ctric Lightwa ve  by Inte gra . Ele ctric Lightwa ve  will continue  to ope ra te  a s  a
separa te , wholly owned subsidia ry of Integra

In De cis ion No. 68798, the  Commis s ion a pprove d Ele ctric Lightwa ve 's  pa rticipa tion in
the  fina nc ing  a rra nge me n ts  fo r the  a cqu is ition , inc lud ing  the  e ncumbra nce  o f E le c tric
Lightwa ve 's  a s s e ts  a s  s e curity for the  Loa ns  ne ce s s a ry to a cquire  Ele ctric Lightwa ve . The
financing and encumbrance  a rrangements  the  Commission approved have  occurred, and Electric
Lightwave 's  asse ts  have  been encumbered. This  proposed transaction will a ffect pa rt of Decis ion
No. 68798 s ince  Electric Lightwave  will pa rticipa te  in the  replacement of the  2006 debt, used to
comple te  the  Electric Lightwave  purchase , with a  new financing a rrangement, however, Electric
Lightwave  a sse ts  will aga in be  encumbered a s  security for the  loans  necessa ry to re finance  the
existing debt and purchase  in this  proposed applica tion

Ele ctric Lightwa ve  cla rifie d its  de pos it policy by s ta ting tha t it "ma y re que s t a  de pos it
be fore  providing s e rvice  whe n a  cus tome r ha s  a  poor cre dit his tory or no cre dit his tory a nd
Ele ctric Lightwa ve  cons ide rs  a  de pos it ne ce ssa ry to sa fe gua rd its  inte re s ts . Ele ctric Lightwa ve
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a lso may reques t a  deposit if the  cus tomer has  been disconnected for nonpayment and reques ts
res tora tion of se rvice . Deposits  a re  equa l to two times  the  customers ' e s timated monthly charges .
The  de pos its  a ccrue  inte re s t tha t is  pa id to the  cus tome r whe n the  de pos it is  re funde d. Ele ctric
Lightwa ve  doe s  not curre ntly ha ve  a n a dva nce  pa yme nt policy a nd doe s  not hold a ny a dva nce
pa yme nts ."2 At this  time , Ele ctric Lightwa ve  holds  only one  de pos it for $1,200 in Arizona  a nd
does not hold any advanced payments or pre-payments.

Es che lon-AZ a nd  MTI-AZ cla rifie d  the ir de pos it po lic ie s  by s ta ting  tha t the y "ma y
reques t depos its  from cus tomers  whose  credit-worthiness  is  not proven. Depos its  do not exceed
two months ' e s tima te d cha rge s  a nd inte re s t is  pa id on the  de pos its . Ne ithe r compa ny ha s  pre -
pa yme nt or a dva nce  pa yme nt policie s . While  monthly re curring se rvice  cha rge s  a re  bille d one
month in a dva nce , the  compa nie s  do not cons ide r the s e  funds  a dva nce d pa yme nts ." The
Co mp a n ie s ' p o s itio n  o n  th is  is s u e  is  co n s is te n t with  De c is io n  No .  6 7 6 7 4  wh e re in  th e
Commis s ion orde re d tha t while  the  Ge ne ric Docke t of Bonding Re quire me nts , Docke t No. T-
00000/-04-0912, is  pe nding, the  de finition of "a dva nce s " for Es che lon's  bonding re quire me nt
will not include  monthly s e rvice  cha rge s  bille d in a dva nce . At this  time , Es che lon-AZ holds
about $35,000 in customer deposits  and MTI-AZ holds  about $12,000 in customer deposits .

As  discusse d in the  a pplica tion a nd informa tion le a ding to De cis ion No. 68798, Ele ctric
Lightwa ve  inte nds  to continue  with pla ns  to a dd e mploye e s  to the  Arizona  ma rke t a nd will
continue  to inves t in its  Arizona  ne twork. Integra  provided upda te s  on the  number of employees
and the  s ta tus  of the  debt financia l plans  required in Decis ion No. 68798 by le tte r da ted April 12,
2007 in Docke t No. T- 03054A-06-0154.

Esche lon is  in complia nce  with De cis ion No. 68992 in which the  Commiss ion a pprove d
the  a cquis ition of MTI-AZ by Esche lon. This  propose d tra nsa ction should not ma te ria lly impa ct
the  conditions  orde re d in De cis ion No. 68798 s ince  Esche lon-AZ a nd MTI-AZ will continue  to
opera te  as  a  separa te , wholly-owned subsidiaries  of Integra

The  Applicants  a sse rt tha t the  combined Integra /Esche lon company will be  pos itioned to
inve s t in a n incre a s ing a mount of its  own loop a nd tra ns port fa cilitie s , the re by de cre a s ing its
de pe nde nce  on  Incumbe n t Loca l Excha nge Ca rrie rs  ("ILE Cs "). As  th e  c o m b in e d
Inte gra /Esche lon orga niza tion incre a se s  its  re lia nce  on its  own loop a nd tra nsport fa cilitie s , it
s imulta ne ous ly de cre a se s  its  vulne ra bility to a  cha nging re gula tory la ndsca pe  a nd improve s  its
pos itioning to inves t in evolving new technologie s . S ta ff be lieve s  tha t this  proposed transaction
enhances  the  bus iness  marke t by resulting in an overa ll more  robust loca l exchange  provider for
the  entire  business market

As  o f Ma rch  31 , 2007 , due  combine d  In te g ra  a nd  Es che lon  compa n ie s ' Arizona
workforce  wa s  be low 400 in numbe r. Inte gra 's  pla ns  for the  propos e d, combine d compa ny
conte mpla te  a  s lightly re duce d workforce  for 2008. Howe ve r, Inte gra  s ta te s  tha t it e xpe cts  to
increase  the  number of customer service  and opera tions positions while  decreasing the  number of

Applicant responses  to STP 1.16
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s a le s  pos itions . Inte gra  be lie ve s  tha t it ca n ma na ge  this  cha nge  in workforce  through norma l
a ttrition and re loca tion and tha t job layoffs  will be  used only as  a  la s t re sort.

Integra  has  s ta ted its  intention to make  subs tantia l additiona l inves tment in the  combined
compa ny's  Arizona  ne twork to  s upport a dditiona l cus tome r growth. At pre s e nt, In te gra
conte mpla te s  ca pita l inve s tme nts  in e xce s s  of s e ve ra l million dolla rs  in 2007 a nd 2008. This
ca pita l will support ne w products  a nd s e rvice s  tha t a re  not curre ntly a va ila ble  ove r portions  of
the  Esche lon ne twork as  well a s  expansion of the  combined Company's  ne twork into new se rvice
a re a s .

In De cis ion No. 68798, the  Commis s ion a pprove d Inte gra 's  a nd Ele ctric Lightwa ve 's
re que s t for a uthoriza tion to gua ra nte e  a  $200 million te rm loa n a nd a  se cond $250 million te rm
loa n. Inte gra  pla nne d to use  $243 million from the  loa ns  to purcha se  me mbe rship inte re s ts  in
Ele ctric Lightwa ve , $175 million to re fina nce  Inte gra 's  loa n obliga tions , a nd the  re ma inde r for
e xpe nse s  re la te d to the  tra nsa ctions  a nd e xce ss  ope ra ting ca sh. The  gua ra nte e s  we re  to be
secured by a  pledge  of Electric Lightwave 's  plant and asse ts .

In te g ra  now s e e ks  the  a u tho riza tion  to  gua ra n te e  loa ns  to ta ling  $1 .2  Billion  by
e ncumbe ring the  a sse ts  of Eche lon-AZ, MTI-AZ a nd Ele ctric Lightwa ve . While  the se  a dditiona l
loa ns  will re tire  pa s t loa ns  a nd  a llow fo r comp le tion  o f th is  p ropos e d  tra n s a c tion ,  the
a uthoriza tion tha t Inte gra  se e ks  will re sult in the  doubling of the  combine d de bt he ld by Inte gra
compa re d to tha t he ld on J a nua ry 31, 2007. Confide ntia l informa tion provide d by Inte gra
indica te s  tha t, while  In te gra 's  combine d  de bt incre a s e s  cons ide ra bly with  th is  propos e d
tra ns a ction, Inte gra 's  De bt/Fre e  Ca s h Flow Ra tio a nd De bt/EBITDA, re ma in in the  a  s imila r
pos ition compared to key compe titors . Ra the r than ra is ing specific conce rns  about the  proposed
tra ns a ction by Inte gra , the  confide ntia l informa tion provide d by Inte gra  a ctua lly s e rve s  to
indica te  tha t Compe titive  Loca l Exchange  Ca rrie rs  ("CLECs"), in gene ra l, a re  a ssuming grea te r
debt risk tha t eventua lly may trans la te  into se rvice  concerns  for the  entire  CLEC industry

In the ir Applica tion, the  Applica nts  s ta te d tha t the  propos e d tra ns a ction will re s ult in
In te gra  owning  a ll the  s tock o f Es che lon  bu t will no t re s u lt in  the  s a le , tra ns fe r, los s  o r
dispos ition of a ny a s se ts  tha t Esche lon AZ a nd MTI-AZ curre ntly hold, or a dve rse ly a ffe ct a ny
of the  cus tome rs  who re ce ive  se rvice  in conne ction with Esche lon~AZ's  a nd MTI-AZ's  ongoing
opera tions . As  s upporte d by the  informa tion provide d pre vious ly, S ta ff be lie ve s  tha t the
propose d tra nsa ction will not impa ir the  fina ncia l s ta tus  of Ele ctric Lightwa ve , Esche lon-AZ or
MTI-AZ, nor pre ve nt the  Applica nts ' a bility to a ttra ct ca pita l a t fa ir a nd re a sona ble  te rms  a nd to
provide safe, reasonable, and adequate service

On Ma y 9, 2007, Ele ctric Lightwa ve  dis cove re d tha t it ha d not file d the  re port re quire d
by A.A.C. R14-2-805  on  April 15 , 2007  re ga rd ing  d ive rs ifica tion  p la ns . P urs ua n t to  a
conve rs a tion with the  Commis s ion's  Complia nce  S e ction, Ele ctric Lightwa ve  s ubmitte d its
report, da ted May 22, 2007
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The  Applica nts  ha ve  file d a  s ta te me nt of the ir inte ntion to provide  to Ele ctric Lightwa ve ,
Esche lon-AZ a nd MTI-AZ cus tome rs  a  notice  publishe d in ne wspa pe r(s ) of ge ne ra l circula tion
a nd to tile  ve rifica tion of tha t with Docke t Control. The  Applica nts  ha ve  a lso provide d to S ta ff a
dra ft of a  dire ct ma iling tha t will be  provide d to Ele ctric Lightwa ve , Es che lon-AZ a nd MTI-AZ
cus tome rs  following a  de cis ion in this  ma tte r. S ta ff be lie ve s  tha t a  dire ct ma iling is  a ppropria te
to ke e p loca l e xcha nge  cus tome rs  informe d a nd a llow the m to ma ke  se rvice  de cis ions  a s  the y
choos e . S ta ff ha s  re vie we d the  propos e d cus tome r notice  a nd conclude s  it is  cons is te nt with
Commiss ion requirements .

S ta ff is  not aware  of any conce rns  or objections  filed by any entity or individua l.

S ta ff reviewed the  Applicants ' Joint Applica tion and cons ide red a ll re sponses  to S ta ff" s
data requests.

S ta ff did not identify any facts  in dispute .

Staff" s Recommendations

S ta ff recommends  tha t the  joint applica tion of Esche lon Te lecom, Inc., ("Esche lon") and
Inte gra  Te le com Holdings , Inc. ("Inte gra ") be  a pprove d purs ua nt to the  P ublic Utility Holding
Companies  and Affilia ted Inte res ts  Rules  A.A.C. R14-2-801 e t seq.

S ta ff re comme nds  tha t Es che lon-AZ, MTI-AZ a nd Ele ctric Lightwa ve  be  a uthorize d
purs ua nt to A.A.C. R14-2-804(B) to gua ra nte e  the  obliga tions  of Inte gra  unde r the  S e nior
Secured Debt proposed in this  transaction

S ta ff re comme nds  tha t Inte gra 's  re que s t for a uthority to ple dge , mortga ge , lie n a nd/or
encumber the  a sse ts  of Esche lon-AZ, MTI-AZ and Electric Lightwave  a s  security for the  Senior

S ta ff re comme nds  tha t a uthority to ple dge  MTI-AZ's  a s s e ts  a s  s e curity for the  S e nior
Se cure d De bt a nd MTI-AZ's  e xe cution of a  gua ra nte e  for the  Se nior Se cure d De bt a nd finding

40-302(A) be  approved

Staff recommends tha t the  Joint Applica tion of Integra  and Esche lon be  approved without
a  hearing because Staff believes this transaction does not

b

d

impa ir the  financia l s ta tus  of the  Applicants
prevent the  Applicants ' ability to a ttract capita l a t fa ir and reasonable  te rms, or
prevent the  Applicants ' ability to provide  safe , reasonable  and adequate  service
adversely affect customers
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Sta ff furthe r recommends  tha t approva l be  conditioned on the  following:

Tha t Inte gra  provide  notice  to  the  Cormnis s ion within  30 da ys  following the
acquis ition close  proposed in this  transaction.

Tha t for one  yea r following acquis ition close  or until Esche lon and Integra  infonn
the  Commiss ion by filing a n a ffida vit with Docke t Control tha t a cquis ition-re la te d
a ctivitie s  a re  comple te d, whiche ve r occurs  la s t, Inte gra  a nd Es che lon provide
writte n notifica tion to the  Dire ctor of the  Utilitie s  Divis ion a nd to the  individua l
me mbe rs  of the  Commis s ion , a t le a s t 60  da ys  in  a dva nce , o f a ny p la nne d
a cquis ition-re la te d Arizona  workforce  la yoffs , a ny pla nne d a cquis ition-re la te d
Arizona  pla nt clos ings , a nd a ny pla nne d a cquis ition-re la te d Arizona  fa cility
clos ings .

Tha t Es che lon a nd Inte gra  provide  Commis s ion S ta ff with upda te s  by April 15,
2008 a nd April 15, 2009 on the  s ta tus  of pla ns  propos e d in this  Tra ns a ction to
increase  employees and investment in Arizona .

Tha t Es che lon a nd Inte gra  provide  Commis s ion S ta ff with upda te s  by April 15,
2008 and April 15, 2009 of any changes in the  s ta tus  of debt financing plans.

Tha t In te gra  be  limite d  from ple dging a ny cus tome r de pos its , a dva nce s  or
pre pa yme nts  curre ntly he ld by Es che lon-AZ, MTI-AZ or Ele ctric Lightwa ve  or
which ma y be  he ld by Es che lon-AZ, MTI-AZ or Ele ctric Lightwa ve  in the  future
as debt security.

Tha t for the  te rm of the  loa ns  in this  tra ns a ction, Inte gra  s ha ll tile  with Docke t
Control a n a nnua l a tte s ta tion tha t Ele ctric Lightwa ve , Esche lon-AZ, a nd MTI-AZ
cus tome r de pos its , a dva nce s , or pre pa yme nts  ha ve  not be e n ple dge d a s  de bt
se curity

Tha t Inte gra  notify Ele ctric Lightwa ve , Es che lon-AZ a nd MTI-AZ cus tome rs  of
the  propos e d a cquis ition  a nd fina ncing through a  d ire ct ma iling  to  Ele ctric
Lightwa ve 's , Es che lon-AZ's  a nd MTI-AZ's  cus tome rs . Ve rifica tion of the  notice
should be  filed with/Bocke t Control within 90 days  of a  decis ion in this  ma tte r

Ernes t G
Dire ctor
Utilitie s  Divis ion
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19 BY THE COMMIS S ION

Open Meeting
July 12, 2007
Phoenix, Arizona

20 Introduction

21 On Ma rch 29, 2007, Es che lon Te le com, Inc., ("Es che lon") a nd Inte gra  Te le com Holdings

22 Inc. ("Inte gra ") file d a  joint a pplica tion re que s ting a  limite d wa ive r of the  P ublic  Utility Holding

23 Compa nie s  a nd  Affilia te d  In te re s ts  Rule s ,  A.A.C. R14-2-801 e t s e q . ,  in  conne c tion  with  a

24 propos e d tra ns a ction whe re by Inte gra  will a cquire  100 pe rce nt control of Es che lon or, in the

25 a lte rna tive , a pprova l of the  tra ns a c tion unde r the  Affilia te  Rule s . Additiona lly, Applica nts

26 reques ted tha t the  Commis s ion authorize  the  encumbrance  and/or mortgage  of the  Arizona  as s e ts

27 o f E le c tric  Lig h twa ve ,  In c .  ("E le c tric  Lig h twa ve "),  E s c h e lo n  Te le c o m  o f Arizo n a ,  In c

28
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1 ("Es che lon-AZ") a nd Mounta in Te le communica tions  of Arizona , Inc. ("MTI-AZ") in a ccorda nce

2

3 FINDINGS  OF FACT

5

4 Ba ckground of Applica nts

Esche lon and Integra  in the ir Joint Applica tion repre sent the  following;

Es che lon is  a  corpora tion orga nize d unde r the  la ws  of De la wa re  with a  curre nt,

7 principa l p la ce  of bus ine s s  loca te d  a t 730 S e cond Ave nue  S outh , S uite  900, Minne a polis ,

Minnesota  55402.

6

8

9

10

11

1 2

1 3

14

1 5

1 6

1 7

1 8

Through its  ope ra ting s ubs idia rie s , Es che lon curre ntly provide s  s e rvice  to ove r

60,000 bus ine s s  cus tome rs  in  Arizona , Ca lifornia , Colora do, Minne s ota , Monta na , Ore gon,

Nevada , Utah and Washington.

3. In Arizona , Esche lon's  two subs idia rie s , Esche lon-AZ a nd MTI-AZ, a re  a uthorize d

to provide  loca l e xcha nge  a nd othe r intra s ta te  te le communica tions  s e rvice s . Es che lon-AZ is

authorized to provide  se rvice  pursuant by Decis ion No. 62751, granted July 25, 2000, and MTI-AZ

is  authorized to provide  se rvice  by Decis ion No. 60668, granted February 9, 1998.

The  a cquis ition of MTI-AZ by Es che lon, a pprove d in De cis ion No. 68992, da te d

October 20, 2006, was  comple ted on November l, 2006.

Toge the r, Es che lon-AZ a nd MTI-AZ ha ve  a pproxima te ly 6,100 cus tome rs  a nd

a pproxima te ly 139 e mploye e s  in Arizona . Es che lon-AZ's  a nd MTI-AZ's  prima ry ope ra tions  a nd

20 cus tome r ba se s  a re  loca te d in the  Phoe nix a nd Tucson a re a s , with ope ra tions  a nd cus tome rs  in

19

21 othe r ma rke t a re a s  throughout Arizona .

22 res identia l cus tomers  in Arizona .

Es che lon-AZ a nd  MTI-AZ do  no t o ffe r s e rvice  to

23

24

25

Integra  is  a  priva te ly-he ld Oregon corpora tion with principa l office s  loca ted a t 1201

NE Lloyd Boulevard, Suite  500, Portland, Oregon 97232.

7. Through its  s ta te -spe cific ope ra ting subs idia rie s , Inte gra  provide s  loca l te le phone

26 speed Inte rne t access  to small and mid-s ized businesses  in

27

se rvice , long dis tance  ca lling and high-

Arizona , Ca lifornia , Idaho, Minnesota , North Dakota , Oregon, Utah and Washington.

28

De cis ion No.
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2.

4.

1 .

5.

6.
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1

2

3

4

In Arizona , Inte gra 's  subs idia ry, Ele ctric Lightwa ve , is  a uthorize d to provide  loca l

e xcha nge  a nd intra LATA toll s e rvice s  purs ua nt to a  Ce rtifica te  of Conve nie nce  a nd Ne ce s s ity

("CC&N") gra nte d by the  Commiss ion in De cis ion No. 59982, is sue d in Docke t No. U-3054A-95-

0503 on Janua ry 16, 1997. Electric Lightwave 's  primary ope ra tions  and cus tomer base  in Arizona

a re  in the  gre a te r P hoe nix me tropolita n a re a . Ele ctric Lightwa ve  doe s  not offe r s e rvice s  to

6 residentia l customers .

5

7

8

10

1 1

The  a cquis ition of Ele ctric Lightwa ve  by Inte gra , a pprove d in De cis ion No. 68798

on June 27, 2006, was completed on August 1, 2006

10. Integra  employs  more  than 1,000 people , se rves  ove r 60,000 cus tomers  across  its

e ight-s ta te  opera ting a rea  and has  invested substantia l capita l in building and opera ting a  facilities

ba s e d, proprie ta ry ope ra ting ne twork tha t include s  nume rous  me tropolita n a re a  fibe r ne tworks

12 re pre s e nting  ove r 2 ,200 route  mile s  (l60 ,000 fibe r mile s ) a nd a  4 ,700-mile  long-ha ul fibe r

ne twork1 3

14

15

16

The  Applicants ' Transaction

Esche lon and Integra  in the ir Joint Applica tion represent the  following

The  Applica nts  e nte re d into a n Agre e me nt a nd P la n of Me rge r da te d Ma rch 1911.

17 2007

18 12.

19

21 1 3 .

23 14.

24

The  Agre e me nt provide s  for a  bus ine s s  combina tion, or me rge r, of Inte gra  a nd

Esche lon by which Integra  will acquire  100 pe rcent of the  ownership and control of Esche lon, and

20 Esche lon will be  merged into a  wholly owned subs idia ry of Integra

The  Inte gra  e ntity into which Es che lon will be  me rge d is  a  ne wly forme d e ntity

22 na me d IT Acquis ition Corp., which was  crea ted for the  specific purpose  of this  transaction

Esche lon will be  the  surviving e ntity of the  me rge r for a ll le ga l purpose s , a nd the

combined entity will re ta in the  name Esche lon Te lecom, Inc

The re  will be  no cha nge  in the  a s se ts  or dire ct owne rship of Esche lon-AZ or MTI25 15.

26

27 16.

28

AZ as result of the  merger

Esche lon-AZ is  dire ctly owne d by Esche lon Ope ra ting Compa ny, which in tum is

directly owned by Esche lon Te lecom, Inc

8.

9.

De cis ion No
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1 17.

3 18.

MTI-AZ is  a  wholly owne d s ubs idia ry of Mounta in Te le communica tions , Inc., a

2 De laware  corpora tion tha t is  itse lf a  wholly owned subs idia ry of Esche lon Opera ting Company.

Afte r consummation o f the transaction, Esche lon-AZ and Mounta in

4 Te le communica tions , Inc., MTI-AZ's  pa re nt corpora tion, will continue  to be  dire ctly owne d by

Es che lon Ope ra ting Compa ny, which will continue  to be  dire ctly owne d by Es che lon Te le com,5

6 Inc.

7 19.

8

9 20.

1 1 21.

Through the  propos e d tra ns a ction Inte gra  will be come  the  corpora te  pa re nt of

Eschelon and Eschelon will continue  to opera te  as  a  separa te  subsidiary of Integra .

The  propos e d tra ns a ction will not a ffe ct the  owne rs hip of Ele ctric Lightwa ve ,

10 which will continue  to ope ra te  a s  a  wholly owned and direct subs idia ry of Integra .

Although the  propos e d tra ns a ction will re s ult in Inte gra  owning a ll the  s tock of

12 Esche lon, the  acquis ition will not re sult in the  sa le , trans fe r, loss  or dispos ition of any a sse ts  tha t

Es che lon-AZ a nd MTI-AZ curre ntly hold, or a dve rs e ly a ffe ct a ny of the  cus tome rs  who re ce ive1 3

14 s e rvice  in  conne ction with  Es che lon-AZ's  a nd MTI-AZ's  ongoing ope ra tions . Imme dia te ly

1 5

1 6

1 7 22.

1 8

1 9

21

22 23.

following the  cons umma tion of the  propos e d tra ns a ction, cus tome rs  will continue  to re ce ive

service  under the  same ra tes, te rms and conditions of service .

For bra nd uniformity a nd to a void pote ntia l cus tome r confus ion, Inte gra  inte nds  to

a dopt the  "doing bus ine s s  a s " na me  of "Inte gra  Te le com" for Es che lon-AZ's  a nd MTI-AZ's

opera tions  as  soon as  poss ible  a fte r clos ing. The  proposed acquis ition Esche lon's  s tock by Integra

20 will be  virtua lly tra ns pa re nt to cus tome rs  in the  S ta te  of Arizona  in te rms  of the  s e rvice s  the y

receive  and the  prices they pay

The  a ggre ga te d tota l purcha s e  price  to be  pa id by Inte gra  for the  owne rs hip of

Esche lon will be  approxima te ly $710 million. Pursuant to the  Agreement, Esche lon sha reholde rs

24 will rece ive  $30.00 cash for each share  of Eschelon s tock they own

23

25 24.

26

27

To fina nce  the  a cquis ition, inte gra 's  pa re nt compa ny, Inte gra  Te le com, Inc., (the

"P a re nt") will ra is e  a  tota l of a pproxima te ly $1.2 billion in ne w de bt. The  re ma inde r of the  loa n

fluids  tha t a re  not used to purchase  a ll the  s tock of Esche lon or repay Esche lon's  debt will be  used

28

De cis ion No
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1

2

3 25.

5

6

8

10

11

12

13

15

to re fina nce  Inte gra 's  curre nt loa n obliga tions  a nd for e xce s s  ope ra ting ca s h, tra ns ition e xpe ns e s

a nd fe e s . P a re nt will, dire ctly or indire ctly, hold a ll of the  de bt a s s ocia te d with the  purcha s e .

The  fina ncing pa cka ge  include s  two loa n fa cilitie s  to be  he ld by Inte gra  a nd note s  to

4 be  is s ue d  by P a re nt. Upon c los ing , the  two loa n  fa c ilitie s  (the  "S e nior S e cure d  De bt"), to ta ling

$ 9 8 5  m illio n ,  will b e  h e ld  b y In te g ra  a n d  s e c u re d  b y th e  a s s e ts  o f In te g ra  a n d  its  o p e ra tin g

s ubs id ia rie s ,  inc lud ing  the  a s s e ts  o f Es che lon-AZ, MTI-AZ a nd  E le c tric  Ligh twa ve  in  Arizona .

7 Additiona lly, Inte gra  a nd its  ope ra ting s ubs idia rie s , inc luding Es che lon-AZ, MTI-AZ a nd Ele c tric

Lightwa ve , will e xe cute  gua ra nte e  a gre e me nts  a nd be come  gua ra ntors  of the  S e nior S e cure d De bt

9 he ld by kite gra .

26. Ad d itio n a lly,  P a re n t will is s u e  $ 2 1 5  m illio n  in  s e n io r,  u n s e c u re d  n o te s  (th e

"Note s "). P a re nt will the n  contribute  the  proce e ds  from the  Note s  to  In te gra  a nd the  proce e ds

from the  Note s , toge the r with  the  proce e ds  from the  S e nior S e cure d  De bt, which  will to ta l $1 .2

billion, will be  us e d to  comple te  the  purcha s e  of Es che lon, re fina nce  Inte gra 's  curre nt de bt, pa y

14 ce rta in fee s  and expens es , and fund othe r Integra  needs .

De uts che  Ba nk S e curitie s  Inc .,  Morga n  S ta n le y S e nior Funding , Inc .,  a nd  CIBC27.

28.

18

16 World Marke ts  Corp. a re  funding the  loans .

Inte gra  ha s  a n e xis ting de bt ba la nce  of $455 million a s  of J a nua ry 31, 2007

Es che lon 's  to ta l long  te mp de b t is  a pproxima te ly $145  million . Upon  comple tion  o f the

transaction, Integra  will have  outs tanding debt of $1 .2 billion and Esche lon will have  no long te rm19

20 debt

2 1

22

23

The  Applica nts  Re que s t

Es che lon a nd Inte gra  in the ir J oint Applica tion re que s t the  following

24 A limite d wa ive r purs ua nt to A.A.C. R14-2-803 a uthorizing the  orga niza tion
or, in  the  a lte rna tive , a u thoriz ing  the  o rga n iza tion  o r re orga n iza tion  o f a
public  utility holding compa ny

27

A limite d wa ive r of A.A.C. R14-2-804(B) a uthorizing Es che lon-AZ, MTI
AZ and Electric Lightwave  to gua rantee  the  obliga tions  of Integra  unde r the
S e nior S e cure d De bt propos e d in  this  tra ns a ction or, in  the  a lte ra tive

Joint Application, pages 14 - 15

De c is ion No
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1

2

a uthority for Es che lon-AZ, MTI-AZ a nd Ele ctric Lightwa ve  to gua ra nte e
the  obliga tions  of Integra  under the  Senior Secured Debt pursuant to A.A.C.
R14-2- 804(B),

3
c

4

Authority to pledge , mortgage , lien and/or encumber the  asse ts  of Esche lon-
AZ, MTI-AZ a nd Ele ctric Lightwa ve  in conne ction with the  S e nior S e cure d

5

6 to  E s c h e lo n -AZ a n d  E le c tric  Lig h twa ve  a s  fo re ig n  p u b lic  s e rvic e

7

8

9

Authority to pledge  MTI-AZ's  a sse ts  a s  security for the  Senior Secured De t
a nd MTI-AZ's  e xe cution of a  gua ra nte e  for the  S e nior S e cure d De bt a nd
finding tha t such pledge  and guarantee  a re  consis tent with the  requirements

10

11
Tha t the  Commis s ion a ct e xpe ditious ly to gra nt the  wa ive r a nd a uthority
reques ted prior to, but not la te r than July l, 2007,

12

13 29. The  Applica nts  a ls o re que s t tha t this  Applica tion be  a pprove d without a  he a ring.

14

15

16

S ta ff" s  Ana lys is  a nd Conclus ions

The  Affilia te d Inte re s ts  Rule s

17 30.

18 Cla s s  A

The  P ublic Utility Holding Compa nie s  a nd Affilia te d Inte re s ts  Rule s  a pply to a ll

inve s tor-owne d utilitie s , de fine d a s  te le communica tions  ca n'ie rs  tha t ha ve  Arizona

19

20

21

22

23

24

25

jurisdictiona l a nnua l re ve nue s  of more  tha n $1 million. In the  2006 Annua l Re port file d with the

Commiss ion, Ele ctric Lightwa ve , Esche lon-AZ a nd MTI-AZ e a ch ge ne ra te d more  tha n $1 million

of Arizona  juris dictiona l re ve nue . The  propos e d me rge r/cons olida tion of Inte gra  a nd Es che lon

e ntitie s  will cre a te  a n e ntity tha t is  cons ide re d a  Cla s s  A inve s tor-owne d utility. As  a  re s ult, the

J o in t Applica tion  is  s ubje ct to  A.A.C. R14-2-801  through 805  of the  P ublic  Utility Hold ing

Companies  and Affilia ted Inte res ts  Rules

3 l .

26

The  Applica nts  provide d informa tion re s pons ive  to the  following, a s  re quire d by

A.A.C. R14-2-803(A), within the ir Applica tion and in response  to S ta ff" s  da ta  requests

27 The names and business addresses of the  proposed officers  and directors  of the
holding compa ny

d.

e.

f.

1 .

De cis ion No
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1

2

In its  da ta  re sponse , Integra  expla ined tha t the  Integra  and Esche lon senior
ma na ge me nt te a ms  would be  inte gra te d a nd e xpla ine d the  cha nge s . Afte r
the  me rge r clos e s , the  Es che lon CEO will be  invite d to  join the  Inte gra
Boa rd.

3

4 2. The  business  purposes  for es tablishing or reorganizing the  holding company,

5

6

7

Inte gra  a sse rts  tha t the  propose d tra nsa ction will provide  Esche lon-AZ a nd
MTI-AZ with a cce s s  to Inte gra 's  e xte ns ive  me tropolita n a re a  ne twork in
Arizona  a nd its  long ha ul ne twork, which will re s ult in  de cre a s e d cos ts
associa ted with transporting tra ffic ove r facilitie s  leased from the  ILE Cs  and
will provide  Arizona  cus tome rs  a  more  robus t a nd re lia ble  communica tions
ne twork.8

9 The  propos e d me thod of fina ncing the  holding compa ny a nd the  re s ulta nt
capita l s tructure ,

1 0

1 1

1 2

1 3

1 4

As  de s cribe d in the  Applica tion, Inte gra  will pa y a n a ggre ga te d purcha s e
price  of $710 million by obta ining loa ns  to e ffe ctua te  the  a cquis ition. The
loans  will be  secured by the  utility plant and a sse ts  of Integra 's  subs idia rie s ,
including Esche lon, and will encumber the  plant and asse ts  of Esche lon-AZ,
MTI-AZ a n d  E le c tric  Lig h twa ve .  In  a d d itio n ,  In te g ra 's  s u b s id ia rie s ,
inc lud ing  Es che lon-AZ, MTI-AZ a nd  E le c tric  Ligh twa ve , will e xe cu te
guarantees in connection with the  loans.

1 5
4. The  re sultant e ffect on the  capita l s tructure  of the  public utility,

1 6

1 7

1 8

Integra  ha s  an exis ting debt with an outs tanding ba lance  of $455 million a s
of J a nua ry 31, 2007. Es che lon's  tota l of long te rn de bt is  a pproxima te ly
$ 1 4 5  millio n .  Up o n  co mp le tio n  o f th e  tra n s a c tio n ,  In te g ra  will h a ve
outs tanding debt of $1.2 billion and Esche lon will have  no long te rm debt.

1 9

20
An orga niza tion cha rt of the  holding compa ny tha t ide ntifie s  a ll a ffilia te s  a nd
the ir re la tionships  within the  holding company,

The  Applica nts  provide d a n orga niza tion cha rt within the ir Applica tion

The  propos e d me thod for a lloca ting fe de ra l a nd s ta te  income  ta xe s  to the
subsidia ries  of the  holding company

Inte gra  will a lloca te  fe de ra l a nd s ta te  income  ta x lia bilitie s  or cre dits  ba se d
upon e a ch of its  subs idia ry's  re spe ctive  contributions  of ne t income  or ne t
los s  to the  cons olida te d ne t income  or ne t los s  a s  re fle cte d on Inte gra 's
consolida ted income tax re turn for each taxable yea r. If one  or more  of the
s ubs idia rie s  individua lly re fle cts  a  ne t los s , it s ha ll re ce ive  a  cre dit for
income  ta xe s  by a  ca lcula tion of the  be ne fit of tha t los s  in re ducing the
ove ra ll tax liability of the  group. This  me thod of a lloca ting fede ra l and s ta te
income  ta xe s  to subs idia rie s  will ha ve  no a dve rse  impa ct on the  re gula te d
a ffilia te s  of Inte gra  in Arizona

3.

5.

6.

De cis ion No
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1 The  a nticipa te d cha nge s  in the  utility's  cos t of s e rvice  a nd the  cos t of ca pita l
a ttributable  to the  reorganiza tion,

2

3
Integra  anticipa tes  positive  changes  in the  regula ted a ffilia tes ' cos t of se rvice
and cos t of capita l re sulting from ope ra ting e fficiencie s , e conomies  of sca le
and greater access to capita l.4

8. A description of dive rs ifica tion plans  of a ffilia te s  of the  holding company, and

Integra  and its  a ffilia te s  do not have  any future  dive rs ifica tion plans

Copie s  of a ll re le va nt docume nts  a nd filings  with the  Unite d S ta te s  S e curitie s
and Exchange Commission and other federal or sta te  agencies

Integra , Esche lon and the ir respective  subsidia ries  have  made  various  filings
for s ta te  and Federa l approva ls  required to consummate  Integra 's  acquis ition
of the  outs ta nding e quity inte re s t of Esche lon. Copie s  the  docume nts  we re
provide d to S ta ff in e le ctronic fonna t. Docume nts  include d filings  with the
Fe de ra l Communica tions  Commiss ion, the  U.S . De pa rtme nt of Jus tice , the
Fe de ra l Tra de  Commis s ion a nd ma ny s ta te s , s uch a s  Uta h, Minne s ota
Colora do , Ne w York, De la wa re , Ge org ia , Ha wa ii, Ind ia na , Louis ia na
Pennsylvania and Tennessee

10. The  conte mpla te d a nnua l a nd cumula tive  inve s tme nt in e a ch a ffilia te  for the
next five  yea rs , in dolla rs  and a s  a  pe rcentage  of projected ne t utility plant, and
an explanation of the  reasons supporting the  level of investment and the  reasons
this  le ve l will not incre a se  the  risks  of inve s tme nt in the  public utility

In te g ra  o u tlin e d  its  fu tu re  in ve s tme n t p la n s  in  a  c o n fid e n tia l filin g
responsive to Staff" s data request

11. An e xpla na tion of the  ma nne r in which the  utility ca n a s s ure  tha t a de qua te
ca pita l will be  a va ila ble  for the  cons truction of ne ce s sa ry ne w utility pla nt a nd
for improve me nts  in e xis ting utility pla nt a t no gre a te r cos t tha n if the  utility or
its  a ffilia te  did not organize  or reorganize  a  public utility holding company

The  propos e d re orga niza tion doe s  not involve  inve s tme nt in a  non-utility
a ffilia te , a nd the re fore  will not diminish the  a mount of ca pita l a va ila ble  for
ne w utility pla nt or othe r improve me nts . The  re orga niza tion is  inte nde d to
improve  Inte gra 's  ove ra ll profita bility which could, in turn, de cre a s e  the
cost of capita l ava ilable  for sys tem improvements

32.

27

28

The  Applicants  have  s ta ted in the ir Applica tion tha t the  proposed transaction is  not

e xpe cte d to re s ult in the  dis continua nce , re duction, los s , or impa irme nt of s e rvice  to Ele ctric

Lightwa ve , Esche lon-AZ, or MTI-AZ cus tome rs . The  propose d re orga niza tion is  not e xpe cte d to

7.

9.

De cis ion No
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1

3

5

7

8

impa ir the  fina ncia l s ta tus  of the  Applica nts . S ta ffs  a na lys is  of confide ntia l informa tion indica te s

2 tha t the  propose d tra nsa ction brings  toge the r provide rs  with diffe re nt compe titive  cha ra cte ris tics

a nd s hould re s ult in a n ove ra ll more  robus t compe titor in the  bus ine s s  ma rke t. Ba s e d on the s e

4 compe titive  fa ctors  a nd the  fa cts  re pre se nte d by the  Applica nts  in this  tra nsa ction, S ta ff be lie ve s

tha t the  p ropos e d  tra ns a ction  s hould  incre a s e  e ffic ie ncie s  a nd  profita b ility a nd  a llow the

6 Applica nts  to a chie ve  be tte r fina ncia l he a lth a s  a  te le communica tions  compa ny. Ba s e d on the

forgoing, this  propose d tra nsa ction should improve  the  Applica nts ' a bility to a ttra ct ca pita l a t fa ir

and reasonable  te rms and to provide  sa fe , reasonable , and adequa te  se rvice . S ta ff be lie ve s  the

Applicants  have  complied with the  requirements  of A.A.C. R14-2-803(C) and 804(C).

The  Public Inte res t

9

33

12

13

14 34.

15

16

17

18

19

20

21

22

23

25

26

27

In te g ra  is  in  complia nce  with  De cis ion  No . 68798  in  which  the  Commis s ion

a pprove d the  a cquis ition of Ele ctric Lightwa ve  by Inte gra . Ele ctric Lightwa ve  will continue  to

opera te  as  a  separa te , wholly owned subsidiary of Integra

In  De c is io n  No . 68798 , the Commis s ion  a pprove d  Ele ctric Lightwa ve 's

pa rticipa tion in the  fina ncing a rra nge me nts  for the  a cquis ition, including the  e ncumbra nce  of

Electric Lightwave 's  a sse ts  a s  security for the  Loans  necessa ry to acquire  Electric Lightwave . The

financing and encumbrance  a rrangements  the  Commiss ion approved have  occurred, and Electric

Lightwave 's  a sse ts  have  been encumbered. This  proposed transaction will a ffect pa rt of Decis ion

No. 68798 s ince  Ele ctric Lightwa ve  will pa rticipa te  in the  re pla ce me nt of the  2006 de bt, use d to

comple te  the  Ele ctric Lightwa ve  purcha se , with a  ne w fina ncing a rra nge me nt, howe ve r, Ele ctric

Lightwa ve  a s se ts  will a ga in be  e ncumbe re d a s  se curity for the  loa ns  ne ce ssa ry to re fina nce  the

exis ting debt and purchase  in this  proposed applica tion

35. Ele ctric Lightwa ve  cla rifie d its  de pos it policy by s ta ting tha t it "ma y re que s t a

24 deposit be fore  providing se rvice  when a  cus tomer has  a  poor credit his tory or no credit his tory and

Ele ctric Lightwa ve  cons ide rs  a  de pos it ne ce s s a ry to s a fe gua rd its  inte re s ts . Ele ctric Lightwa ve

a lso may reques t a  depos it if the  cus tomer has  been disconnected for nonpayment and reques ts

re s tora tion of se rvice . Depos its  a re  equa l to two times  the  cus tomers ' e s tima ted monthly cha rges

The  de pos its  a ccrue  inte re s t tha t is  pa id to the  cus tome r whe n the  de pos it is  re funde d. Ele ctric28

De cis ion No
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1

2

3

4 36.

5

6

7

8

9

11

1 2

1 3

1 4 37.

1 5

1 6

Lightwave  does not currently have  an advance  payment policy and does not hold any advance

pa yme nts ."2 At this  time , Ele ctric Lightwa ve  holds  only one  de pos it for $1,200 in Arizona  a nd

does not hold any advanced payments or pre-payments.

Es che lon-AZ a nd MTI-AZ cla rifie d the ir de pos it policie s  by s ta ting tha t the y "ma y

re que s t de pos its  from cus tome rs  whose  cre dit-worthine ss  is  not prove n. De pos its  do not e xce e d

two months ' e s tima te d cha rge s  a nd inte re s t is  pa id on the  de pos its . Ne ithe r compa ny ha s  pre -

pa yme nt or a dva nce  pa yme nt policie s . While  monthly re cun'ing s e rvice  cha rge s  a re  bille d one

month in  a dva nce , the  compa nie s  do not cons ide r the s e  funds  a dva nce d pa yme nts ." The

Companie s ' pos ition on this  is sue  is  cons is tent with Decis ion No. 67674 whe re in the  Commiss ion

10 orde re d tha t while  the  Ge ne ric Docke t of Bonding Re quire me nts , Docke t No. T-00000J-04-0912,

is  pe nding, the  de finition of "a dva nce s " for Es che lon 's  bonding re quire me nt will not include

monthly s e rvice  cha rge s  bille d in a dva nce . At this  time , Es che lon-AZ holds  a bout $35,000 in

customer deposits  and MTI-AZ holds  about $12,000 in customer deposits .

As  dis cus s e d in the  a pplica tion a nd informa tion le a ding to De cis ion No. 68798,

Electric Lightwave  intends  to continue  with plans  to add employees  to the  Arizona  marke t and will

continue  to inve s t in its  Arizona  ne twork, Inte gra  provide d upda te s  on the  numbe r of e mploye e s

and the  s ta tus  of the  debt financia l plans  required in Decis ion No. 68798 by le tte r da ted April 12,

18 2007 in Docke t No. T- 03054A-06-0154.

1 7

1 9 38.

2 1

23 39.

25

26

Es che lon is  in  complia nce  with  De cis ion No. 68992 in  which the  Commis s ion

20 approved the  acquis ition of MTI-AZ by Esche lon. This  proposed transaction should not ma te ria lly

impa ct the  conditions  o rde re d  in  De cis ion  No. 68798  s ince  Es che lon-AZ a nd  MTI-AZ will

22 continue  to opera te  as  a  separa te , wholly-owned subsidiaries  of Integra

The  Applica n ts  a s s e rt tha t the  combine d  In te gra /Es che lon  compa ny will be

24 pos itione d to inve s t in a n incre a s ing a mount of its  own loop a nd tra ns port fa cilitie s , the re by

de cre a s ing its  de pe nde nce  on Incumbe nt Loca l Excha nge  Ca rrie rs  ("ILE Cs") As  the  combine d

Inte gra /Es che lon orga niza tion incre a s e s  its  re lia nce  on its  own loop a nd tra ns port fa cilitie s , it

s imulta ne ous ly de cre a se s  its  vulne ra bility to a  cha nging re gula tory la ndsca pe  a nd improve s  its27

28

Applicant responses  to STF 1.16

De cis ion No
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1

2

pos itioning to inve s t in e volving ne w te chnologie s . S ta ff be lie ve s  tha t this  propose d tra nsa ction

e nha nce s  the  bus ine ss  ma rke t by re sulting in a n ove ra ll more  robus t loca l e xcha nge  provide r for

3 the  entire  business market.

4 40.

5

6

7

8

9

10 41.

11

1 2

13

As  of Ma rch 31, 2007, the  combine d Inte gra  a nd Es che lon compa nie s ' Arizona

workforce  wa s  be low 400 in  numbe r. Inte gra 's  pla ns  for the  propos e d, combine d compa ny

conte mpla te  a  s lightly re duce d workforce  for 2008. Howe ve r, Inte gra  s ta te s  tha t it e xpe cts  to

increase  the  number of cus tomer se rvice  and ope ra tions  pos itions  while  decreas ing the  number of

sa le s  pos itions . Inte gra  be lie ve s  tha t it ca n ma na ge  this  cha nge  in workforce  through norma l

a ttrition and re loca tion and tha t job layoffs  will be  used only as  a  la s t re sort.

Inte gra  ha s  s ta te d its  inte ntion to ma ke  s ubs ta ntia l a dditiona l inve s tme nt in the

combine d compa ny's  Arizona  ne twork to support a dditiona l cus tome r growth. At pre se nt, Inte gra

conte mpla te s  ca pita l inve s tme nts  in e xce s s  of s e ve ra l million dolla rs  in 2007 a nd 2008. This

capita l will support new products  and se rvice s  tha t a re  not currently ava ilable  ove r portions  of the

14 Es che lon ne twork a s  we ll a s  e xpa ns ion of the  combine d Compa ny's  ne twork into ne w s e rvice

15 a re a s .

16 42.

17

18

1 9

In  De c is io n  No .  6 8 7 9 8 ,  th e  Co mmis s io n  a p p ro ve d  In te g ra 's  a n d  E le c tric

Lightwa ve 's  re que s t for a uthoriza tion to gua ra nte e  a  $200 million te rn loa n a nd a  s e cond $250

million te rm loa n. Inte gra  pla nne d to us e  $243 million from the  loa ns  to purcha s e  me mbe rs hip

inte re s ts  in Ele ctric Lightwa ve , $175 million to .re fina nce  Inte gra 's  loa n obliga tions , a nd the

21

22 43.

23

24

25

26

27

20 remainder for expenses re la ted to the  transactions and excess opera ting cash. The guarantees were

to be  secured by a  pledge  of Electric Lightwave 's  plant and asse ts .

Inte gra  now s e e ks  the  a uthoriza tion to gua ra nte e  loa ns  tota ling $1 .2 Billion by

e ncumbe ring the  a s se ts  of Eche lon-AZ, MTI-AZ a nd Ele ctric Lightwa ve . While  the se  a dditiona l

loans  will re tire  pas t loans  and a llow for comple tion of this  proposed transaction, the  authoriza tion

tha t Integra  seeks  will re sult in the  doubling of the  combined debt he ld by Integra  compared to tha t

he ld on J a nua ry 31, 2007. Confide ntia l informa tion provide d by Inte gra  indica te s  tha t, while

Integra 's  combined debt increases  considerably with this  proposed transaction, Integra 's  Debt/Free

Cash Flow Ra tio and Debt/EBITDA, rema in in the  a  s imila r pos ition compared to key compe titors .28
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1

2

3

4

5 44.

7

8

9

11

12

13 45

Ra the r tha n ra is ing s pe cific  conce rns  a bout the  propos e d tra ns a ction by Inte gra , the  confide ntia l

in fo rma tion  p rovide d  by In te g ra  a c tua lly s e rve s  to  ind ic a te  tha t Compe titive  Loc a l E xc ha nge

Ca rrie rs  ("CLECs "), in  ge ne ra l, a re  a s s uming gre a te r de bt ris k tha t e ve ntua lly ma y tra ns la te  into

s e rvice  conce rns  for the  e ntire  CLEC indus try.

In the ir Applica tion, the  Applica nts  s ta te d tha t the  propos e d tra ns a c tion will re s ult

6 in  In te g ra  o wn in g  a ll th e  s to c k o f E s c h e lo n ,  b u t will n o t re s u lt in  th e  s a le ,  tra n s fe r,  lo s s  o r

dis pos ition of a ny a s s e ts  tha t Es che lon AZ a nd MTI-AZ curre ntly hold, or a dve rs e ly a ffe c t a ny of

the  c us tom e rs  who  re c e ive  s e rvic e  in  c onne c tion  with  E s c he lon -AZ's  a nd  MTI-AZ's  ongo ing

ope ra tions . As  s upporte d by the  infonna tion provide d pre vious ly, S ta ff be lie ve s  tha t the  propos e d

10 tra ns a c tion  will no t impa ir the  fina nc ia l s ta tus  o f E le c tric  Ligh twa ve , Es c he lon-AZ or MTI-AZ

nor pre ve nt the  Applica nts ' a b ility to  a ttra c t ca pita l a t fa ir a nd  re a s ona ble  te rns  a nd  to  provide

sa fe , reasonable , and adequa te  s e rvice

On  Ma y 9 ,  2 0 0 7 ,  E le c tric  Lig h twa ve  d is c o ve re d  th a t it h a d  n o t tile d  th e  re p o rt

14 re quire d  by A.A.C. R14-2-805  on  April 15 , 2007  re ga rd ing  d ive rs ific a tion  p la ns . P urs ua n t to  a

conve rs a tion with the  Commis s ion's  Complia nce  S e ction, Ele ctric  Lightwa ve  s ubmitte d its  re port15

16

17

19

21

23

25 47.

dated May 22, 2007

46. The  Applica nts  ha ve  file d a  s ta te me nt of the ir in te ntion to  provide  to  Ele ctric

18 Lightwa ve , Es che lon-AZ a nd MTI-AZ cus tome rs  a  notice  publis he d in ne ws pa pe r(s ) of ge ne ra l

circula tion a nd to file  ve rifica tion Of tha t with Docke t Control. The  Applica nts  ha ve  a lso provide d

20 to S ta ff a  dra ft of a  dire ct ma iling tha t will be  provide d to Ele ctric Lightwa ve , Es che lon-AZ a nd

MTI-AZ cus tome rs  following a  de cis ion in this  ma tte r. S ta ff be lie ve s  tha t a  dire ct ma iling is

22 appropria te  to keep loca l exchange  cus tomers  informed and a llow them to make  se rvice  decis ions

a s  the y choose . S ta ff ha s  re vie we d the  propose d cus tome r notice  a nd conclude s  it is  cons is te nt

24 with Commiss ion requirements

S ta ff is  not aware  of any conce rns  or objections  filed by any entity or individua l

S ta ff re vie we d the  Applica nts ' J oint Applica tion a nd cons ide re d a ll re s pons e s  to26 48.

27

28

Staff" s  data  reques ts

S ta ff did not ide ntify a ny fa cts  in dis pute49.
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1 Staff' s  Recommendations

2 50. S ta ff re c o m m e n d s  th a t th e  jo in t a p p lic a tio n  o f E s c h e lo n  Te le c o m ,  In c . ,

("Esche lon") a nd Inte gra  Te le com Holdings , Inc. ("Inte gra ") be  a pprove d pursua nt to the  P ublic

4 Utility Holding Compa nie s  a nd Affilia te d Inte re s ts  Rule s  A.A.C. R14-2-801 e t se q

S ta ff re c o mme n d s  th a t E s c h e lo n -AZ,  MTI-AZ a n d  E le c tric  Lig h twa ve  b e

3

6

7

52.

9

1 0

11 53

1 2

1 3

a uthorize d purs ua nt to A.A.C. R14-2-804(B) to gua ra nte e  the  obliga tions  of Inte gra  unde r the

Senior Secured Debt proposed in this  transaction

S ta ff re comme nds  tha t Inte gra 's  re que s t for a uthority to ple dge , mortga ge , lie n

a nd/or e ncumbe r the  a s se ts  of Esche lon-AZ, MTI-AZ a nd Ele ctric Lightwa ve  a s  s e curity for the

S ta ff re comme nds  tha t a uthority to ple dge  MTI-AZ's  a s s e ts  a s  s e curity for the

S e nior S e cure d De bt a nd MTI-AZ's  e xe cution of a  gua ra nte e  for the  S e nior S e cure d De bt a nd

14

S ta ff re comme nds  tha t the  Joint Applica tion of Inte gra  a nd Esche lon be  a pprove d

16 without a  hearing because  Staff believes this  transaction does not

1 5 54.

1 7
b

1 8

1 9
d

impa ir the  financia l s ta tus  of the  Applicants
prevent the  Applicants ' ability to a ttract capita l a t fa ir and reasonable  te rms
prevent the  Applicants ' ability to provide  sa fe , reasonable  and adequate  se rvice
adversely affect customers

20
55 Staff further recommends tha t approvalbe  conditione d on the  following

Tha t In te gra  p rovide  no tice  to  the  Commis s ion  with in  30  da ys  fo llowing  the
acquis ition close  proposed in this  transaction

22

24

Tha t for one  ye a r following a cquis ition close  or until Esche lon a nd Inte gra  inform
the  Commis s ion by filing a n a ffida vit with Docke t Control tha t a cquis ition-re la te d
a ctivitie s  a re  comple te d, whiche ve r occurs  la s t, Inte gra  a nd Es che lon provide
writte n notifica tion to the  Dire ctor of the  Utilitie s  Divis ion a nd to the  individua l
me mbe rs  o f the  Commis s ion , a t le a s t 60  da ys  in  a dva nce , o f a ny p la nne d
a cquis ition-re la te d Arizona  workforce  la yoffs , a ny pla nne d a cquis ition-re la te d
Arizona  p la n t c los ings , a nd  a ny p la nne d  a cquis ition-re la te d  Arizona  fa cility
clos ings

27

Tha t Es che lon a nd Inte gra  provide  Commis s ion S ta ff with upda te s  by April 15
2008 a nd April 15, 2009 on the  s ta tus  of pla ns  propos e d in this  Tra ns a ction to
increase  employees and investment in Arizona

De cis ion No
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1 Tha t Es che lon a nd Inte gra  provide  Commis s ion S ta ff with upda te s  by April 15,
2008 and April 15, 2009 of any changes in the  s ta tus  of debt financing plans .

Tha t In te g ra  be  limite d  from p le dg ing  a ny cus tome r de pos its ,  a dva nce s  o r
pre pa yme nts  curre ntly he ld  by Es che lon-AZ, MTI-AZ or Ele ctric Lightwa ve  or
which ma y be  he ld by Esche lon-AZ, MTI-AZ or Ele ctric Lightwa ve  in the  future  a s
debt security

Th a t fo r th e  te rn  o f th e  lo a n s  in  th is  tra n s a c tio n ,  In te g ra  s h a ll tile  with  Do c ke t
Contro l a n  a nnua l a tte s ta tion  tha t E le c tric  Lightwa ve , Es che lon-AZ, a nd  MTI-AZ
c us tome r de pos its ,  a dva nc e s ,  o r p re pa yme n ts  ha ve  no t be e n  p le dge d  a s  de b t
s e curity

Tha t Inte gra  notify Ele ctric Lightwa ve , Esche lon-AZ a nd MTI-AZ cus tome rs  of the
a cq u is itio n  a n d  fin a n c in g  th ro u g h  a  d ire c t ma ilin g  to  E le c tric  Lig h twa ve 's
Esche lon-AZ's  a nd MTI-AZ's  cus tome rs . Ve rifica tion of the  notice  should be  file d
with Docke t Control within 90 days  of a  decis ion in this  ma tte r

CONCLUS IONS  OF LAW

15

17

18

19

20

Es che lon-AZ, MTI-AZ a nd Ele ctric  Lightwa ve  a re  public  s e rvice  corpora tions

14 within the  me a ning of Article  XV of the  Arizona  Cons titution

Th e  Co mmis s io n  h a s  ju ris d ic tio n  o ve r E s ch e lo n -AZ, MTI-AZ a n d  E le c tric

16 Lightwave  and the  subject ma tte r in this  filing

The  Commis s ion , ha ving  re vie we d the  filing  a nd  S ta ffs  Me mora ndum da te d

June  29, 2007, concludes  tha t it is  in the  public inte re s t to grant the  Joint Applica tion of Esche lon

Te le com, Inc .  a nd  In te g ra  Te le com Hold ings ,  Inc .  pu rs ua n t to  the  P ub lic  Utility Ho ld ing

Compa nie s  a nd Affilia te d  In te re s ts  Rule s , A.A.C. R14-2-801 e t s e q ., in  conne ction  with  a

propos e d tra ns a ction  whe re by In te gra  will a cquire  control of Es che lon a nd to  a pprove  the

22

CRDER

21

23

24

25

26

27

28

IT IS  THERFORE ORDERED tha t the  J oint Applica tion of Es che lon Te le com, Inc. a nd

Inte gra  Te le com Holdings , Inc. for a pprova l unde r the  P ublic Utility Holding Compa nie s  a nd

Affilia te d Inte re s ts  Rule s , A.A.C. R14-2-801 e t s e q., in conne ction with a  propos e d tra ns a ction

d.
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IT IS  FURTHER ORDERED tha t the  re que s t a uthority for to gua ra nte e  the  obliga tions  of

2 Inte gra  unde r the  S e nior S e cure d De bt propose d in this  tra nsa ction unde r A.A.C. R14-2-804(B)

1

3

4

5

6

7

8

authority for is  approved.

IT IS  FURTHER ORDERED tha t the  reques t for authority to pledge , mortgage , lien and/or

e ncumbe r the  a s s e ts  of Es che lon-AZ, MTI-AZ a nd Ele ctric Lightwa ve  in conne ction with the

IT IS  FURTHER ORDERED tha t the  re que s t for a uthority to ple dge  MTI-AZ's  a s s e ts  a s

s e curity for the  S e nior S e cure d De bt a nd MTI-AZ's  e xe cution of a  gua ra nte e  for the  S e nior

9 Secured Debt and finding tha t such pledge  and gua rantee  a re  cons is tent with the  requirements  of

10

IT IS  FURTHER ORDERED tha t Inte gra  provide  notice  to the  Commiss ion within 30 da ys1 1

1 2

1 3

following the  acquis ition close  proposed in this  transaction.

IT IS  FURTHE R ORDE RE D th a t fo r o n e  ye a r fo llo win g  a cq u is itio n  c lo s e  o r u n til

14 Es che lon a nd Inte gra  inform the  Commis s ion by tiling a n a ffida vit with  Docke t Control tha t

a cquis ition-re la te d a ctivitie s  a re  comple te d, whiche ve r occurs  la s t, Esche lon a nd Inte gra  provide

16 writte n notifica tion to the  Dire ctor of the  Utilitie s  Divis ion a nd to the  individua l me mbe rs  of the

1 5

17 Commiss ion, a t le a s t 60 da ys  in a dva nce , of a ny pla nne d a cquis ition-re la te d Arizona  workforce

18 la yoffs , a ny pla nne d a cquis ition-re la te d Arizona  pla nt clos ings , a nd a ny pla nne d a cquis ition-

19 re la te d Arizona  fa cility clos ings

20

21

IT IS  FURTHER ORDERED tha t Es che lon a nd Inte gra  provide  Commis s ion S ta ff with

upda tes  by April 15, 2008 and April 15, 2009 on the  s ta tus  of plans  proposed in this  Transaction to

22 increase  employees and investment in Arizona

23 IT IS  FURTHER ORDERED tha t Es che lon a nd Inte gra  provide  Commis s ion S ta ff with

24 updates  by April 15, 2008 and April 15, 2009 of any changes  in the  s ta tus  of debt financing plans

IT IS  FURTHER ORDERED tha t In te g ra , Es che lon-AZ, MTI-AZ, a nd  ELl s ha ll no t25

26 pledge  any cus tomer depos its , advances  or prepayments  currently he ld by Integra , Esche lon-AZ

27 MTI-AZ or E le c tric  Ligh twa ve  o r wh ich  ma y be  he ld  by In te g ra , Es che lon-AZ, MTI-AZ or

28 Electric Lightwave  in the  future  a s  debt security

De cis ion No
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IN WITNESS WHEREOF, I BRIAN C. McNEIL, Executive
Director of the Arizona Corporation Commission, have
hereunto, set my hand and caused the official seal of this
Commission to be affixed at the Capitol, in the City of
Phoenix, this day of , 2007.

BRIAN c. McNEIL
Executive Director

DISSENT:

DISSENT:

EGG:AFF:tdp\MAS

Decision No.
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1

2

3

4

5

6

7

IT IS  FURTHER ORDERED tha t for the  te rm of the  loa ns  in this  tra nsa ction, Inte gra  sha ll

file  with Docke t Control a n a nnua l a tte s ta tion tha t Ele ctric Lightwa ve , Esche lon-AZ, a nd MTI-AZ

customer deposits , advances, or prepayments have not been pledged as debt security.

IT IS  FURTHER ORDERED th a t In te g ra  co mp le te  its  p ro p o s e d  n o tice  to  E le c tric

Lightwa ve , Esche lon-AZ a nd MTI-AZ cus tome rs  of the  a cquis ition a nd fina ncing through a  dire ct

ma iling to Ele ctric Lightwa ve 's , Esche lon-AZ's  a nd MTI-AZ's  cus tome rs .

IT IS  FURTHER ORDERED th a t In te g ra  tile  ve rifica tio n  th a t th e  n o tice  h a s  b e e n

8 comple ted with Docke t Control within 90 days  of a  decis ion in this  ma tte r.

IT IS  FURTHER ORDERED tha t this  De cis ion sha ll be  be come  e ffe ctive  imme dia te ly.9

1 0 BY THE ORDER OF THE ARIZONA CORPORATION COMMISSION

11

1 2

1 3

14

1 5

1 6

1 7
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2

3

4

Mr. J e ffre y W. Crocke tt
Ms . Ma rcie  Montgome ry
Sne ll ac Wilmer
One  Arizona  Cente r
Phoe nix, Arizona  85004

5

6

7

8

9

Mr. Ja y Nusba um
Gove rnme nt Affa irs  Attorne y
Inte gra  Te le com Holdings , Inc.
1201 NE Lloyd Bouleva rd, Suite  500
Portland, Oregon 97232

10

11

Mr. De nnis  Ahle rs
Esche lon Te lecom, Inc.
730 Second Avenue South, Suite  900
Minneapolis , Minnesota  5540212

13

14

15

Mr. Ernes t G. Johnson
Dire ctor, Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington
Phoenix, Arizona  85007

16

17

18

Mr. Chris tophe r C. Ke e le y
Chie f Counse l
Arizona  Corpora tion Corrnniss ion
1200 West Washington
Phoenix, Arizona  8500719
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22

23

24

25

26

27

28
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